MAYOR & cOUNCIIJ-;%&GENDACOYERSHEET

MEETlNG-DATE:_ :
July 7, 2003 S
' CALL TO PODIUM

Fl;ed Felton R
- Assistant City, Manager

| _RESPONSIBL%E ;s_rg.FF,_ e

_ _Margaret Kee S
‘Human' Resourcelelrector

Fred Felton f'ii P

‘Assnstant Clty Manager

-AGENDA ITEM
_ (please check one)

. ;TITLE

| Introduction of an. Ordmance to Amend Chapter 17 of the City
| Code™ entltleda "Personnel," Section 17-4 “entitled "Medical, |
-Hospltallzatnon Dental and Other Insurance’ ‘Benefits” so as'|

to. Create an Early Retlrement Plan Provudmg ‘for such |
Beneﬂts : '

 [SUPPORTING BACKGROUND:

: Presentatlon

Proclamation/Certificate -

Appointment. -

1 Public Hearing -

1 Historie District

| Consent ltem

X | Ordinance :

Resolution

Policy Discussion. -

Work Session Discussion Item -

‘ Other

" PUBLIC-'I-lEA'RINGi HISTORY:
(Please complete this section if. agehda
- item is a public. hearlng) :

Introduce.d

Advertised -

{'Like most" local governments .. in  the -region, the ~City of .

Gaithersburg'’s retlrement system is - based .on_a defined
contribution program “The: Cltyaand the employee contnbutes 1o a:

] 401 K 'account. " Additionally, the ' City -contributes ;to .a 401 A |
'| account each! pay period.  These funds become available to the

employee in accordance wuth IRS regulatlons after the employee
retlres ' R R

'Addltlonally. the Clty prowdes »health msurance to retlred'
' employees on the:same basis as active’ employees Under current

law, ‘an ernployee ‘may, retire at: age fifty (50)" «W|th at’least fifteen
(15} years of service: provided that the total age in years plus years.
of service shall equal at least seventy—flve (v5)." - -

The proposed ordlnance would- provude an early returement optlon
for employees that would: permit them to retire at age forty-so( (46) |
if they, have at least twenty. ((20) years of service.” Under this

_ proposal employees who elect to take the early retlrement option |

.| would: be: required ‘to. contribute five percent. more!in; . employee

- | sharedcost of premiums: than pa:d by employees in-the: general
_ retlrement plan

Wh|le we. do not know how many employees would ultlmately take

' 'advantage of this, early retirements ‘would provide-a: cost savings

to the Cltyl of . Gaithersburg 'y as ‘outlined: in the attached

-memorandum dated May 8, 2003, from ' Human! Resources Director
| Kee and in. the Ietter from Mllllman & Robertson Inc.

DESIRED OUTCOME:

Hearing Date

Record Held Open -

Policy Discussion

. [Vote to introduce ordinance and notify public
|thata publlc hearmg is. scheduled for August 4,

2003




S

ORDINANCE NO

. INTRODUCTION OF AN ORDINANCE TO AMEND CHAPTER 17 :
OF THE CITY.CODE ENT{TLED "PERSONNEL," SECTION 17-4 ENTITLED
"MEDICAL HOSPITALIZATION DENTAL AND OTHER:INSURANCE BENEFITS" SO
AS TO CREATE AN EARLY RETIREMENT PLAN PROVIDING FOR! SUCH BENEFITS

BE I'T: ORDAINED by the Mayor & Clty Councrl of"the Clty of. Galthersburg, in

o l:po'bhc meet:ng assembled that Chapter 17 ofIthe Clty Code Sectlon 17-4 is hereby
: .amended to read as follows B

' -”-_ICHAPTER‘IT,'_* |
'PERSONNEL

Sec17-4 lIlledIoaI‘:;f;hospitalization,_jdental and othe'r"in'sur_'a'nce": ber‘l'e_fit's'. '

* * * * *

{f) ' L For purposes of this sectlon an employee may, retlre under the
N :General Retlrement Plan at age fi fifty (50) years: wnth at least fifteen (15) years of service -
.. provided - that the total of age (ml*years) plus:; years of service-shall{equal. at least:
‘ seventy-f ve (75) ‘An employee may, at his optlon tse his accumulated sick leave as

additional iservice to' meet eligibility, lrequwements Any sick leave so used would notr

- then be subject toa payment therefore as specrf edin sectlon 17-727

(f) " Foithe purposes of this sectron an employee may retire under the

Earlv Retlrement Plan‘at age forty six (46) yvears with at least twenty (20) vears of

- senvice. - When_an-employee retires ‘under the Early Retirement Plan the employee who:
- elects to continue health care coverage through the City shall contribute five {5) percent

more_in_employee -share cost of premiums_than paid by employees-in the General

“Retirement Plan. ‘All_other benefits: afforded to -employees retiring under the General

Retirement Plan_shall -be afforded to-employees retiring under_the Early Retirement.

- Plan. ._An_emplovee under the Early Retirement Plan_may at employee’s option: use
- accumulated sick leave as additional service to meet eligibility requirements. Any sick

leave so used would not then be subiect to a payment therefore as specrfled in section
17- 127 of this Chapter TR :

* ADOPTED, this dayof . 2003bythe City Council
ofGalthersburg,Maryland N L



SIDNEY A, KATZ Mayor and
Pres:dent of the Ctty Councll

DELIVERED to the Mayor of the Clty of Galthersburg, eMaryIand this-_ day

: - of o , 2003. APPROVEDNETOED by the Mayor of the City Clty of

2003,

._ .Gatthersburg, th:s _ day of : 2003

- S_idney A.Katz, Mayor

THIS IS TO CERTIFY that the foregomg ordlnance as
~ adopted by the City, Councll of Galthersburg, in publlc
. meeting assembled onthe_~ dayof ® ' = . .
- 2003 and that the same was approvedlvetoed bythe
Mayor of the Clty of. Galthersburg on the ___ day of
_ i ;2003 This Ordlnance wsII
become _effectlve on the _ day of _ i

. 'fDavid B. Humpton, QityManager

Boldface - .~ Heading or defined term. :
Underling o Added to existing law by original bill.
| [Single boldface brackets] . Deleted ﬁom existing law by ortgmal bzll
Added by Amendment. '
. [[Double boldface brackets]] Deleted from existing law or the bill by amendment
Ok

. Ex:stmg law unaﬁ?actea’ by bill.




~ MEMORANDUM TO: .David B. Humpton, City Manager o ﬂ/

FROM: : Margaret Kee, Human Resources D|rector m .
 DATE: I 'Mays 2003 B | |
SUBJECT: -~ _Proposed Retirement :Policy_;Change

In March 2001 the City .of Gaithersburg requested that the firm of Mlllman and Roberl:son, Inc., Actuaries *
.- and Consultants do an! analys:s regarding the potential cost savings to the City, of Gaithersburg lf an early.
* ‘retirement option was’ ‘made available to-employees who met the-criteria and »who might be Interested:in
e .l:aklng an early out. The analysis was very, conservative (i.e., estimating a new.hire’s salary to be at 85
" ..percent ‘of the: retiree’s salary when that would: rarely, be the case), yet it still: indicated the C:ty could.
f*potentially realize” substantial; isavings if an early retirement ‘option. were ‘to. be Implemented. § i Given -
_current and forecasted economic trends, T believeit would be benef cral for the Clty to serlously consnder
: offenng an early ret|rement optlon at this t|me T _ _

As I am sure you are aware other mumcupalltles lncludlng Montgomery County and Rockv:lle often offer _

- various. early: retirement incentives to control rising personnel related costs. After’ many, years of service,

‘an. employee s salary, and benefits rise significantly, and as salaries continue to rise,.so do, personnel costs

dlrectly related to the emp!oyees salary, such:as 401a and. 401k employer contributions; employer paid

- ~life insurance;. long:term! dlsabllll.y, and: emp[oyer paid social security. If an employee retires -early, the

. ‘replacement employee is: almost always: hired at-or near the bottom of the pay scale, WhICh equates to a
- Iower salary and therefore Iower employer-paidlf personnel oosts : 8

When an: employee retires from the Clt\/ undel; the current retlrement cnterla, he/she receives payment
for:25 percent of their: accumulated sick - Ieave as-well as their health, ‘dental, and Iong—term care

-insurance ‘paid - at: the 'same_rate as-an. actlveg employee. The City's primary expense when, someone
retires: is -the “health- care: cost; and I believe: that if someone ‘chooses: to :retire - .early, .it-would- be
: appropriate for them to pay a little more for their health care. This. would help to. offset any rise in; ‘costs

that -might ‘be incurred by;'the City- due to’ their early’ retlrement (i.e., paying:health care;zcosts of ‘the

replacement. employee) Thereforei I would" propose that an. employee retiring early pay.an additional 5

' _ percent above the premlum rate pald by an. employee retmng under the General Retlrement Plan.

' Whlle provudlng an early retlrement optlon greatly benefits the City, it also prowdes the: employee with

more flexibility. For. example, an employee ina labor intensive job (such as a public-service worker or a

~ police’ offi icer): mlght find" it -more | dlfflcult to. perform their job duties as: they: grow ‘older.-:and early,”
_ retirement witha- sltghtly increased cost for. health: ‘care might seem a more: preferable optlon than_

workmg more years ]USt to keep thelr health care coverage E

Based on the informatlon and estlmates prowded I am proposnng the Clty rewse the current pollcy as
follows ' o _ o

General Retlrement Plan (Per Current Personnel Ordmanoe) ' '
An employee must be at.least 50 years of age, have at'least 15 years ‘of service wuth the City,. and o
the.years ‘of service plus age must_ equal:75. Under this current plan an active employee pays a
percentage of the cost of the: lowest-cost, HMO premium (current policy is 15% of. premium). The
fretlree pays the same percentage of the health care premlum as.an actwe full-time employee



Early Retlrement Plan. (Proposed)

‘An employee must be at least 46 years of age and have a-minimum of 20 years of service with the

-City. When an employee retires. under the' Early Retirement Plan, he/she will, pay,.an: additional 5
- "=-":fpercent of the: health care premlum .cost of the lowest HMOoffered-at-the- time of retlrement (i.e., if
" “'a person: who ‘retires under: the. General: Retirement: Plan pays 15 .percent: of ‘the premium’ of the

‘lowest-cost-HMO for health care, a person who retires under the Early: Retlrement PIan will pay 20. ..

'~peroent of the Iowest-cost HMO premlum) . _

All other bene’r' ts aﬂ’orded toa retlree at the time of retirement (i.e., payment for accumulated sick Ieave,
dental insurance, long term care; insurance) would: remain the same whether an employee retires under

. B the Generat Retlrement Plan or the EarlyE Retirement Plan

Please let me knowrz if you have any. que'é.'tions'-er, need additional information.



Eae

-
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. MILLIMAN & ROBERTSON, INC.
i 7 Actuaries & Consultants .
Internationally WOODROW MILLIMAN

Suite 1000, 5000 Towers Crescent Delve, Vienna, VA 22182-2700 °
: " Telephone: 703/917-0143
) Pax: 703/827-9266

May 21, 2001

. ‘Conﬁrleh_{iali_=1vid_Facsfh;i[e E

Ms. Margaret Kee -

- Director; of Human Resources
. City_of Gaithersburg -
‘31 Summit Avenue -
~ Gai ﬂiei‘spgrg. ‘MD 20877-2098

Re: Estimate of;the Impact on Post-retirement Medical Costs

upon iniproving Retirentent Eligibility|
Déaii-Mdrga.rct: _

'We have completed:our analysis regarding the cost of improving the City of Gaithersburg’s post-
retirement medical jeligibility provisions.: I appreciate your patience in what has turned out to be a

hectic past month.

It is our understanding that the City of Gaithersburg wants to determine the net cost impact of
' improvilig'.post-getiremer:;t medical eligibility (increased cost less savings in [departing salaries less -
‘new hire salaries] ). The attached exhibit shows the expected increase in medical claims by year,
_resulting from the city improving the current eligibility conditions to the proposed age 46 and 20
‘years of service. ‘We, also show the expected total salary savings due to: earlier retirees and the:
maximun salary replacement percentage (new hire salary/departing retires salary) in order to make .

 the increase in post-retirement medical outlays cost neutral (see the last column).

Again, itis our understandihg that the current program requires that an employee must be age 50,

possess 15 years of service, and the sum of age and service must equal/exceed 75 in order to be
eligible for the 85% employer subsidy of the medical premium. We did not include in our analysis
-the proposal to increase the employee co-pay for retirement prior to age 0. The increase in
~employee co-pay for earlier retirees would make the cost of the eligibility improvement even smaller
-and allow the cityto have a higher salary replacement percentage (new hire earning ratioed over

departing retiree earnings) to make the change cost neutral,

We _L.zsed s@)mewhat:cpnsewative assumptidns,- desighed ﬁo anticipate high medical pre&ﬁum costs.
qu instance, the medical inflation was assumed to-increase at 10% for the next ten years, grade
uniformly from. 10% t0 6% in years 11-14, and be 6% thereafter. The second exhibit shows the total’

Albany, Atlania, ﬁbﬂon. Chicago, Dallns, Dcnﬁ. Elnford, Houston, lndinnu;}blis. lwinc,'la:u Angeles, Mlilwluieq Minnenpolis, New York, Omaha,

" Philadelphia, Phoenix, Portland, ME, Portland, OR; St. Louis, Skt Lake City, San Diego, San Francisce, Seatile, Tampa, Washington, D.C,, Bermuda, Tokyo

- WOQDROW MILLIMAN Member Firms in Principal Cities Worldwide .

~
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Page2 .
Maroaret Kee

present value of ﬁJture medical clanms, d:scounted at 8%, for the current 193 active: employees you
forwarded to M&R Today s present value of the increase in future medical claims costs resultmg '

~from i improving the ehglhlhty conditions is roughly $831,000. The total present value of forfeited

payroll bSr retirees was vilued to be: roughly $5 million. Thus, we estimate that, long-term, if new

hires can be, brought in at about 85% of the pay of departing retirees.(1 - $830,000/$5,029,000), then

- the unproved ehglbﬂxty provxsions are hkely to be cost neutral to.the City of Gaithersburg.  Of course
this assuines that your future actlve census rcmams sm'ular to the underlying demographtcs of the -

current actlve census. -

- Lastly, we have attached the other -assumptions used to perform our calculations. Please note that
" the asmmed temunauon rates in Exhibit 2 are denved from the State of Maryland actual termination

experience. We ‘also- employed two select and ultimate retirement scales for the’ Clty of
Ga:thersburg s mamtenance workers versus non-mamtenance workers (see Assumpuon 2)..

. Agam, thanks for your panence and please do not hesltate to call me. wnh any follow-up quesnons
you may ‘have.

Sincerely_,: .

MILLIMAN & ROBERTSON, INC.

Jeﬁ'rey T. La.nc, E.A, AS. A
Assocnate Actuary

Enclosvres '
~ NI \Clluu\GTH'\Gaillm WPD

. MILLIMAN & ROBERTSON, INC.
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: r; _ cny of Gauthersburg B . _
i Expected| lAnnuaI Ret:ree Clalms Outlay under' | Méxim_um
kS Current Retiree Eligubrllty and Proposed 46[20" - _ _ 'New Hire
: ES(irﬁated o '-Salary Level.
: .Proposet;! Departmg to make Cost
- Year | Cument ' . . 46/20  'Difference Retirce Salary Worthwhile |*
2001 S$45 18348 517803 5204335 91%|
2002 +$8,837 $36,643 '$28,008  $301,075 91%
. 2003 $24,203 $53,421 526218 $317.673 91%
- 2004 $42,991 68470 .$25479  $261,915 90%|.
2005 369,651 $86,185 . $18534  $232,990 92%
| 2006 $88219  $111.550 §13,331  $208,518" 94%
2007 i S118410 $134,033 $15623 5285224 95%
2008 154,300 $175,245 $20945 348,195 94%
2009 ' $169,488  $204,212 $34,744  $474,029 03%
2010 $199920 $242,802 $42873  $527,000 92%
2011 $233244 $202,804 $50650  $616,358 90%|
.- 2012 $274,998 $344,354 $69,356 . $677,063 90% |
2013 ~ $307,529 $384,026 §77,397  $723,693 89%
2014 $380,856 . $436641  $75785 708,220 89%
2015 $401618 - $483967  $82349  $740,185 89%

5/21/01
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I;RUM“- Milliman USR DC . 0
' Cnty of Ga:thersburg
. Expected tAnnuaI Retlree Clalms Outlay under
|Current Ret:ree Ellg:blhty andEProposed 46!20

_ . Pmposed - Estimated
Year | ‘Current . - 46120 Difference  Salary Saved
2001 $545 -518,343 $17.803 $204,335/
2002 | $8,637 $36,643 $28,006 $301,075|
2003 . $24,203 $53.421 $20218  $317,673

- 2004 $42,991° $68,470 $25479 5261915
2005 $69,651 586,185 $18,534 $232,990
2006 . $98,219 $111,550 $13,331 $208,518
2007 $118,410 $134083  $15623 $285,224
2008 | $154300 - $175245 - $20945 $348,195
2009 | $169,468 $204,212 $34,744 $474,029
2010 $199,009 $242,802 $42,873 $527,000
2011 $233,244° - $292,804 . $59,650 $616,358
2012 $274,998 $344,354 $69,356 $677,063
/2013 | 5307,528 $384,926 §77397 | '$723,603
2014 $360,856 - $436,641 $75.785 $709,229|
2015 $401,618 $483,967 $82,349 $740,185|

Medelig

3812586414

P.g5

-5/21/01
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~ City of Galthersburg
. Post-Retti'ement Medlcal Claims
Total Present Value of Expected Future Cla:ms -

'Total Actwe PVFB under :- , -
qurrent Reft|rel‘hent Ehgrb:l:ty o $3,352,547.81

o Total Actme P\JFB under |
'Alternative Reﬁrement Ellgubilrty

: @Age 46 a"nd 2osyears¥of service)  $4,183,417.52
--leferen.ce"_ . $830,870

iwﬁ_Medeug o

. 3012586414

.66 -

5/21/01
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- v
Assumptions I;
' Data Communicated By Optimtm Choice:
.Enrollge- ‘Monthiy
Coverage | - Count Premium
Single 3 75 8217
) Double a7 $413:
) ‘ _
! :
; -Family | 60 . %858
: | | ;
P {cnaﬁ‘k Assumption by Age
: ERE (i B L -Average .
[ - ‘Monthly -~ '}
i IR | Age . " Premium: ‘|
i 45 - $261
46 .'$277
47 $295
a8 $313|
49 $335
Co 50 $3ase
: | 51 $359
52 $381
, : 53 ! $406
e - s4 . . 5432
- - 55 ¢ - $459
56 $485
57 _ $510
s8 $541
58 $573
60 $604
_ 61 $581
i 62 - - %588
i .. .63 . %617
| S - $644]
i ' ©o 88 4 - 8261 ¢
i : 6 | $261
: 67 | $261
68 . $261
69 !, $261
70 -, $261
71 $218
72 - $218
73 . 8218
74 $218
75 $218
76 . 3218
7 $218
78 - $218
79 $218
80 8218 -
81 -  $218
82 $218
8 - s218
g4 - $218
8 $218
86 : $218
87 $218
88 - - 8218
88 $218
90 o 8218}
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Assumption| 3

R
Termination Rates

. (rates'cease on
‘retirement eligibility)

20| 1-22.17%

~21] 1 20,50%
22]i.18.92%)
23] T 17.50%
24]116.08%
.25 1-15.08%] -
26] (114.17%]
27} 1:13.29%
. 28] 112 .50%
-29] 111.75%
30} 111.21%
31] 110.67%
321 1 10.17%
33| |+ 9.67%
341 | -9.21%
35| | 879%
- 36} | -8.38%
37| | 8.00%
38| | 7.67%
39| 1°7.33%]|
40| | -7.04%
41 ' 6.75%]|
421 6.46%
~43] 1 6.17%
441 . 587%]
45] | 562%
48| | 5.38%]
47| 1 5.17%
4Bl | 4.96%
49] | 4.79%
50{ | 5.55%
51] .1 '5,35%
52 5,15%
53] | 4.95%].
54 | 4,75%)].
55| 4.60%
56].  4.45%
571 . 4730%
58| . 4,20%
59 ' 4,10%
60| | 4:10%
61 4110%
62] | 4110%
63| | 4.10%
- 64 4.10%
651 | 4.10%

T0

. .3P12586414

P.18 .

TOTAL P. 19



